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The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

This  is  the  financial-compliance  audit  report  on  the  Department  of  State 
Lands  for  the  two  fiscal  years  1987-88  and  1988-89.    Included  in  this  report  are 
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suppression  funding,  unrecorded  General  Fund  revenue,  compliance  with 
Appropriation  Law  and  Abandoned  Mine  Bureau  internal  controls.   The 
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the  audit  report. 

We  thank  the  commissioner  and  his  staff  for  their  cooperation  and 
assistance  throughout  the  audit. 
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Summary  of  Recommendations 

The  listing  below  serves  as  a  means  of  summarizing  the  recommendations  contained  in  the  report, 
the  department's  response  thereto,  and  a  reference  to  the  supporting  comment. 

Recommendation  #1  We  recommend  the  department  spend 

non-General  Fund  money  before 
General  Fund  money  in  compliance 
with  state  law 6 

Agency  Response:  Concur.  See  page  34. 

Recommendation  #2  We  recommend  the  department  work  with 

the  Office  of  Budget  and  Program  Planning 
to  develop  a  long  range  solution  to  funding 
fire  suppression  costs 8 

Agency  Response:   Concur.   See  page  34. 

Recommendation  #3  We  recommend  the  department  recognize 

revenue  in  accordance  with  state  account- 
ing policy 9 

Agency  Response:   Concur.  See  page  34. 

Recommendation  #4  We  recommend  the  department  deposit 

$165,476  of  fiscal  year  1988-89  fire 
reimbursement  revenue  in  the  General 
Fund  in  accordance  with  state  law 10 

Agency  Response:   Concur.   See  page  34. 

Recommendation  #5                      We  recommend  the  department  seek  alter- 
native methods  to  ensure  the 
timely  distribution  of  the  state  land 
equalization  payment  to  the  counties 12 

Agency  Response:   Concur.   See  page  34. 

Recommendation  #6  We  recommend  the  department: 

A.    Separate  the  duties  of  selecting 
consultants,  authorizing  contracts, 
and  approving  contract  expenditures 
in  the  Abandoned  Mine  Bureau. 

Agency  Response:   Concur.  See  page  35. 
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B.     Establish  a  system  to  ensure  adequate 
review  and  approval  of  Abandoned  Mine 
Bureau  expenditures 14 

Agency  Response:  Concur.  See  page  35. 

Recommendation  #7  We  recommend  the  department  develop  a 

review  process  to  ensure  the  reports 
submitted  to  the  U.S.  Department  of 
Interior's  Office  of  Surface  Mining 
Reclamation  and  Enforcement  are  accurate 15 

Agency  Response:   Concur.   See  page  35. 

Recommendation  #8  We  recommend  the  department  comply 

with  state  policy  requiring  annual 
performance  appraisals  of  all  perma- 
nent employees 15 

Agency  Response:   Concur.  See  page  35. 
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Introduction 


Introdaction 


We  performed  a  financial-compliance  audit  of  the  Department 
of  State  Lands  (the  department)  for  the  two  fiscal  years  ended 
June  30,  1988  and  1989.   The  objectives  of  the  audit  were  to: 

1.  Determine  if  the  department  complied  with 
applicable  laws  and  regulations. 

2.  Review  the  adequacy  of  the  management 
information  systems  and  make  recommendations  for 
improvement  in  the  department's  administrative  and 
accounting  controls. 

3.  Determine  if  the  department's  financial  schedules 
present  fairly  the  results  of  its  operations  for  the 
two  fiscal  years  ended  June  30,  1988  and  1989. 

4.  Determine  the  implementation  status  of  prior  audit 
recommendations. 

This  report  contains  eight  recommendations  to  the  department. 
These  recommendations  address  areas  where  the  department  can 
improve  its  control  systems,  financial  reporting,  and  compliance 
with  laws  and  regulations.   Other  areas  of  concern  deemed  not 
to  have  a  significant  effect  on  the  successful  operations  of  the 
department  are  not  included  in  this  report  but  have  been  dis- 
cussed with  management. 

In  accordance  with  section  5-13-307,  MCA,  we  analyzed  and 
disclosed  the  costs,  if  significant,  of  implementing  recom- 
mendations. 


Background 


The  Department  of  State  Lands  was  created  in  1927  and  was 
reorganized  in  its  present  form  by  Chapter  529,  Laws  of  1981. 
The  Board  of  Land  Commissioners  is  constitutionally  created  to 
act  as  the  department  head.   The  board  consists  of  the  Governor, 
the  Superintendent  of  Public  Instruction,  the  State  Auditor,  the 
Secretary  of  State,  and  the  Attorney  General.   The  land 
commissioner  is  appointed  by  the  Governor,  subject  to  Senate 
approval;  and,  under  the  direction  of  the  Board  of  Land 
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Commissioners,  serves  as  the  chief  administrative  officer  of  the 
department. 

The  department  is  responsible  for  the  care,  management,  and 
disposition  of  state  lands.   The  department  collects  and  receives 
all  moneys  payable  to  the  state  as  fees,  rentals,  royalties, 
interest,  penalties  or  payments  on  mortgages,  purchases,  or 
leases  of  lands  administered  by  the  department. 

The  department  employed  between  298  and  306  FTE,  and  spent 
$17,659,170  and  $28,163,885  during  fiscal  years  1987-88  and 
1988-89,  respectively.   Budgeted  expenditures  in  fiscal  year 
1988-89  increased  due  to  fire  suppression  costs  incurred  during 
the  1988-89  fire  season.   Total  budgeted  revenue  during  fiscal 
years  1987-88  and  1988-89  was  $45,032,000  and  $43,940,000, 
respectively. 

The  department's  activities  are  organized  under  five  divisions, 
each  headed  by  an  administrator: 

Centralized  Services  Division  -  performs  the  overall  admin- 
istrative services  for  the  department.   The  division  processes 
trust  income  received  from  surface  and  subsurface  leases 
for  school  trust  funds.   Other  responsibilities  include 
administration  of  grants  from  the  U.S.  Office  of  Surface 
Mining  Reclamation  and  Enforcement  and  the  U.S.  Forest 
Service.   The  division  administers  the  department's  aviation 
operation  and  coordinates  the  department's  data  processing 
activities. 

Land  Administration  Division  -  responsible  for  the 
appraisal  and  classification  of  all  state  lands.   The  division's 
objective  is  to  obtain  the  greatest  revenue  for  the  trust 
funds  commensurate  with  the  preservation  of  the  land.   The 
division  also  administers  mineral  leases  for  school  trust 
funds. 

Reclamation  Division  -  regulates  all  mining-related  surface 
disturbances  in  the  state. 

Forestry  Division  -  responsible  for  state  trust  lands  which 
are  principally  valuable  for  timber,  for  the  growing  of  tim- 
ber, or  for  watershed  protection.    The  division  provides  for 
fire  suppression  efforts  on  state  and  private  lands. 
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Field  Operations  Division  -  responsible  for  operations 
carried  out  in  the  various  field  and  land  offices  throughout 
the  state.  Operations  in  the  field  offices  include  forestry 
and  land  management  tasks. 
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Prior  Audit  The  financial-compliance  audit  of  the  Department  of  State 

Recommendations  Lands  for  the  two  fiscal  years  ended  June  30,  1987,  contained 

six  separate  recommendations  directed  to  the  department.   We 
reviewed  the  status  of  these  recommendations  and  found  the 
department  implemented  five  recommendations  and  partially 
implemented  one  recommendation.   The  recommendation 
partially  implemented  relates  to  fire  suppression  funding  as 
discussed  on  page  7. 
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Spending  Non-General 
Fund  Money  First 


The  department  jointly  funds  its  Central  Management  and  Slash 
Disposal  programs  with  General  Fund  and  Special  Revenue 
Fund  moneys.   According  to  section  17-2-108,  MCA,  "the 
department  shall  apply  expenditures  against  non-general  fund 
money  wherever  possible  before  using  the  General  Fund 
Appropriation."  The  department  could  have  reduced  its  General 
Fund  expenditures  and  used  funds  available  in  the  Special 
Revenue  Fund  to  finance  both  its  Central  Management  and 
Slash  Disposal  programs. 


The  department  receives  reimbursement  from  the  federal 
government  for  indirect  costs  incurred  in  administering  federal 
grants  and  contracts.   It  receives  an  amount  based  on  actual 
grant  expenditures  multiplied  by  a  fixed  rate  negotiated  with  the 
federal  government  and  records  the  indirect  cost  reimbursement 
revenue  in  a  Federal  Special  Revenue  Fund.   The  department 
uses  the  indirect  costs  collected  along  with  General  Fund  money 
to  fund  the  costs  of  the  Central  Management  Program. 

During  the  1988-89  biennium,  the  department  received  more 
indirect  cost  reimbursement  revenue  than  anticipated.    Fund 
balance  in  the  indirect  cost  reimbursement  account  was  $94,958 
at  the  end  of  fiscal  year  1988-89.  The  fund  balance  resulted 
from  the  department  collecting  more  indirect  cost  revenue  than 
it  expended  over  the  last  three  years.   Department  personnel 
indicated  they  accumulated  the  indirect  cost  revenue  rather  than 
reverting  to  the  General  Fund  to  protect  any  future  reduction  of 
federal  indirect  costs  which  could  cause  layoffs  of  staff  in  the 
Central  Management  Program.   Department  officials  indicated 
they  decreased  its  General  Fund  and  increased  its  Special 
Revenue  Fund  budgets  for  the  1990-1991  biennium  to  reduce 
the  excess  fund  balance  in  the  Special  Revenue  Fund. 

The  department  also  collects  a  fee  from  loggers  to  ensure  they 
clean  up  their  logging  site  and  reduce  the  hazard  of  forest  fires. 
The  money  collected  is  referred  to  as  slash  funds.   The 
department  holds  96  percent  of  the  fee  on  deposit  in  the  Agency 
Fund.   When  the  logging  area  is  sufficiently  cleaned  up,  the 


Page  5 


Findings  and  Recommendations 


deposit  is  returned  to  the  logger.  The  department  deposits  the 
remaining  4  percent  in  the  State  Special  Revenue  Fund  and  uses 
it  to  administer  the  slash  program.   Historically,  the  4  percent 
collected  was  not  sufficient  to  cover  the  costs  of  the  program. 
The  department  uses  General  Fund  moneys  to  make  up  the 
difference. 

In  fiscal  year  1988-89,  the  fund  balance  in  the  slash  disposal 
account  was  $157,935.   This  fund  balance  resulted  from  the 
department  collecting  more  slash  revenue  than  it  expended  from 
the  Special  Revenue  Fund  over  the  last  several  years. 
Department  personnel  stated  they  intend  to  use  the  additional 
money  to  finance  increased  workload  in  the  slash  program.   The 
department  has  decreased  the  General  Fund  and  increased  the 
Special  Revenue  Fund  budgets  for  the  1990-91  biennium  to 
reduce  the  excess  fund  balance  in  the  Special  Revenue  Fund. 

While  the  department  is  in  violation  of  section  17-2-108,  MCA, 
it  has  taken  action  to  reduce  the  excessive  fund  balances  in  the 
Special  Revenue  Fund.   Therefore,  we  do  not  recommend  the 
department  repay  the  general  fund.   The  department  should 
monitor  its  Special  Revenue  Fund  budgets  in  the  future  and 
decrease  General  Fund  expenditures  whenever  revenues  exceed 
expenditures  or  whenever  there  is  a  year-end  fund  balance  in 
the  Special  Revenue  Fund. 


Recommendation  #1 

We  recommend  the  department  spend  non-General  Fund 
money  before  General  Fund  money  in  compliance  >vith 
state  law. 
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Fire  Suppression  The  department's  responsibilities  include  fire  suppression  on 

Funding  state  and  private  lands.   Because  of  the  unpredictable  nature  of 

fires,  it  is  difficult  to  budget  fire  suppression  costs.   The 
department  pays  the  obligations  incurred  to  control  fires  out  of 
its  General  Fund  budget.   If  the  budget  is  not  sufficient,  the 
department  must  then  request  approval  from  the  legislature  for 
supplemental  appropriation  to  fund  the  costs  incurred  in 
fighting  the  fires.   This  arrangement  functions  adequately 
during  the  first  year  of  the  biennium  since  appropriation  laws 
authorize  transfer  of  spending  authority  from  the  second  year  of 
the  biennium  to  the  first  without  a  supplemental  appropriation. 
During  the  second  year  of  the  biennium,  the  department  must 
request  that  the  legislature  grant  a  supplemental  appropriation 
for  payment  of  any  unanticipated  fire  suppression  costs  incurred 
by  the  department  during  the  biennium. 

If  during  the  second  year  of  a  biennium  the  fire  season  starts 
early  and  the  legislature  has  adjourned,  the  department  cannot 
obtain  the  necessary  supplemental  appropriation  and  may  not 
have  sufficient  General  Fund  appropriation  authority  to  pay  for 
its  fire  operations.   The  department  is  forced  to  either  hold  its 
fire  suppression  bills  until  it  receives  supplemental  appropriation 
authority  or  break  the  law  and  pay  the  bills  when  it  does  not 
have  the  authority  to  do  so.    During  the  fiscal  year  1988-89  fire 
season  when  several  fires  broke  out  on  state  and  private  lands, 
the  department  was  forced  to  break  the  law.   The  legislature  was 
not  in  session  so  the  department  asked  for  and  received  an 
emergency  appropriation  of  $11,465,224  from  the  governor  to 
cover  the  fire  suppression  expenditures.   Later,  the  attorney 
general  concluded  the  governor  did  not  have  the  authority  to 
grant  the  appropriation  since  the  only  revenue  for  repayment 
would  be  a  future  general  fund  appropriation.    During  March  of 
the  1989  legislative  session,  the  department  was  subsequently 
granted  a  supplemental  appropriation  of  $12,639,542  in  House 
Bill  301  and  the  costs  incurred  during  the  summer  of  1988  were 
charged  to  the  lawful  appropriation  in  May  1989. 
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In  an  attempt  to  solve  the  fire  suppression  funding  issue,  the 
department  did  draft  and  present  legislation  to  the  1989 
Legislature,  House  Bill  361,  allowing  the  Office  of  Budget  and 
Program  Planning  to  approve  additional  spending  authority  to 
pay  the  reasonable  and  necessary  fire  suppression  costs  and 
expenses  incurred  by  the  Department  of  State  Lands.  The 
legislature  did  not  approve  this  bill. 

Based  on  the  events  of  the  fiscal  year  1988-89  fire  season  and 
recommendations  made  in  the  last  three  audit  reports,  we 
believe  the  department  must  investigate  an  alternative  and  long 
term  method  of  funding  fire  suppression.   We  suggest  the 
department  work  with  the  Governor's  Office  of  Budget  and 
Program  Planning  to  find  a  funding  source  to  build  a  reserve 
fund  for  payment  of  future  fire  suppression  costs.   Eventually, 
the  department  could  build  a  large  enough  reserve  fund  to 
replace  the  General  Fund  as  the  source  of  all  fire  suppression 
funding. 


Recommendation  #2 

We  recommend  the  department  work  with  the  Office  of 
Budget  and  Program  Planning  to  develop  a  long  range 
solution  to  funding  fire  suppression  costs. 


Unrecorded  General 
Fond  Revenue 


State  firefighters  assist  the  federal  government  in  fire 
suppression  during  the  summer  months.   The  state  incurs  costs 
that  are  subject  to  federal  reimbursement.   To  obtain 
reimbursement,  it  is  necessary  for  the  Forestry  Division  to 
prepare  and  send  a  billing  statement  to  the  U.S.  Forest  Service. 
The  agreement  between  the  U.S.  Forest  Service  and  the 
department  states  the  department  will  bill  the  U.S.  Forest 
Service  on  an  annual  basis.   In  our  prior  audit  report,  we 
reported  the  department  failed  to  bill  the  U.S.  Forest  Service  for 
$156,009  of  fiscal  year  1986-87  expenditures  until  fiscal  year 
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Findings  and  Recommendations 


1987-88.   This  untimely  billing  resulted  in  unrecorded  General 
Fund  revenue  in  fiscal  year  1986-87. 


In  fiscal  year  1987-88,  the  department  did  not  accrue  Fire 
Suppression  Reimbursement  (CFDA  #10.999)  revenue  of 
$175,894  for  fire  suppression  costs  incurred.   Instead  the 
department  recorded  the  amounts  received  for  fiscal  year  1986- 
87  and  1987-88  fire  suppression  reimbursement  as  a  prior  year 
revenue  adjustment  in  fiscal  year  1988-89  when  it  received  the 
reimbursement.   State  accounting  policy  states  "where  expend- 
itures have  been  recorded  but  the  reimbursement  has  not  been 
received  by  fiscal  year-end,  the  amount  of  the  reimbursement 
should  be  accrued." 

Since  the  department  did  not  accrue  the  fire  reimbursement 
revenue.  General  Fund  revenue  is  understated  $175,894  and 
prior  year  revenue  is  understated  $156,009  in  fiscal  year  1987- 
88.    Prior  year  revenue  is  overstated  $331,903  in  fiscal  year 
1988-89.   The  department  did  accrue  $1,161,926  of  1988-89  fire 
suppression  reimbursement  revenue  before  fiscal  year-end. 


Recommendation  #3 

We  recommend  the  department  recognize  revenue  in 
accordance  with  state  accounting  policy. 


Compliance  with  Appro- 
priations Law 


The  department  receives  a  Fire  Suppression  Reimbursement 
(CFDA  #10.999)  for  costs  incurred  by  the  state  when  helping 
the  U.S.  Forest  Service  in  suppressing  fires  on  federal  land.   The 
department  has  historically  recorded  both  the  expenditures  and 
reimbursements  in  the  General  Fund.    However,  in  fiscal  year 
1988-89,  the  department  recorded  $996,450  of  the  reimburse- 
ment in  the  General  Fund  and  the  remaining  $165,476  in  a 
federal  special  revenue  fund. 
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Findings  and  Recommendations 


Department  officials  explained  House  Bill  100  from  the  51st 
Legislative  Session  gives  the  department  $100,000  of  special 
revenue  fund  authority  in  each  fiscal  year  1989-90  and  fiscal 
year  1990-91.   The  funding  for  the  special  revenue  fund 
appropriation  comes  from  the  fire  reimbursement  revenue  and  is 
intended  to  allow  the  department  additional  expenditure 
authority  for  normal  forestry  operations  when  its  original 
authority  may  have  been  expended  in  fighting  fires.   The 
department  deposited  part  of  the  reimbursement  revenue  in  the 
special  revenue  fund  in  fiscal  year  1988-89  to  ensure  cash  would 
be  available  in  fiscal  year  1989-90  for  the  expenditures. 

We  do  not  believe  House  Bill  100  authorized  the  department  to 
use  fiscal  year  1988-89  General  Fund  revenue.   The  provision  of 
HB  100  which  authorizes  the  department  to  receive  and  expend 
up  to  $100,000  in  each  year  of  the  1990-91  biennium  does  not 
authorize  the  use  of  fiscal  year  1988-89  fire  reimbursement 
revenues  in  the  1990-91  biennium  and  in  fact  was  not  in  effect 
when  the  reimbursements  in  question  were  earned.   Therefore, 
the  department  had  no  authority  to  withhold  the  $165,476  of 
fiscal  year  1988-89  General  Fund  revenue  to  fund  activities  in 
fiscal  years  1989-90  or  1990-91.   This  error  results  in  General 
Fund  revenue  being  understated  $165,476  and  federal  special 
revenue  fund  revenue  being  overstated  $165,476  in  fiscal  year 
1988-89.   The  department  stated  funding  the  appropriation  with 
fiscal  year  1989-90  or  1990-91  revenue  would  be  difficult  since 
the  department  bills  the  fire  reimbursement  so  late  in  the  year, 
no  cash  would  be  available  to  fund  the  expenditures.   We  believe 
the  department  can  obtain  an  inter  fund  loan  to  finance  the 
work  until  the  department  receives  the  reimbursement  revenue. 


Recommendation  #4 

We  recommend  the  department  deposit  $165,476  of  fiscal 
year  1988-89  fire  reimbursement  revenue  in  the  General 
Fund  in  accordance  with  state  law. 
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State  Land  Equalization  State  law  requires  the  state  to  reimburse  counties  in  which  the 

Payments  state  owns  greater  than  6  percent  of  the  land  area  of  the  county 

for  lost  property  tax  revenues.   Each  year  the  Department  of 
State  Lands  prepares  a  statement  of  the  number  of  state  owned 
acres  in  each  county  and  submits  this  information  to  each 
county  assessor  who  acts  as  agent  for  the  Department  of 
Revenue.   Using  the  Department  of  State  Lands  acreage  infor- 
mation and  property  tax  information,  the  county  assessor 
computes  the  state  equalization  payment  due  to  the  county.   The 
assessor  submits  his  computation  of  the  state  equalization 
payment  and  request  for  payment  to  the  Department  of  State 
Lands.   According  to  section  77-1-503,  MCA,  the  county  must 
submit  this  information  to  the  Department  of  State  Lands  by 
October  1.   The  Department  of  State  Lands  reviews  the 
information  provided  by  the  county  assessor  for  accuracy  and 
completeness.   The  Department  of  State  Lands  calculates  the 
payment  to  each  county  based  on  the  amount  each  requested  as  a 
percent  of  the  total  amount  requested  by  all  counties  applied  to 
the  amount  appropriated  for  state  equalization  payments. 
According  to  section  77-1-504,  MCA,  the  Department  of  State 
Lands  must  submit  this  information  to  the  Department  of 
Administration  by  November  1.   Section  77-1-505,  MCA,  states 
the  Department  of  Administration  shall  before  December  1, 
authorize  the  state  equalization  payment  to  the  counties. 

In  fiscal  year  1988-89,  the  Department  of  State  Lands  missed 
the  November  1  deadline  because  it  did  not  receive  the  state 
equalization  payment  information  from  all  county  assessors  until 
mid-December.    Because  the  Department  of  State  Lands  was  late 
in  submitting  its  claim,  the  Department  of  Administration  miss- 
ed its  December  1  deadline  for  making  payment  to  the  counties. 

The  last  county  to  send  in  information  was  the  recipient  of  the 
largest  portion  of  the  state  land  equalization  payment.   Under 
the  present  method  of  calculating  the  state  land  equalization 
payment,  the  Department  of  State  Lands  must  receive  the 
information  from  all  counties  before  it  can  make  the  payment. 


Page  11 


Findings  and  Recommendations 


The  Department  of  State  Lands  should  explore  new  ways  of 
determining  the  amount  and  ensuring  the  timeliness  of  the  State 
Land  equalization  payment.  Some  alternatives  are: 

1.  Penalizing  counties  who  are  late  in  submitting  its 
state  land  equalization  payment  information  by  not 
including  them  in  the  payment  calculation. 

2.  Using  the  previous  years  state  land  equalization 
payment  information  as  an  estimate  in  calculating 
the  current  year  payment.   Any  discrepancies 
resulting  from  the  use  of  the  estimate  could  be 
corrected  in  the  following  year. 

3.  Moving  the  function  of  calculating  the  state  land 
equalization  payments  to  the  Department  of 
Revenue.   The  Department  of  State  Lands  could 
supply  the  Department  of  Revenue  with  the 
necessary  trust  land  acre  information  from  its  Trust 
Management  System. 

All  the  above  alternatives  may  require  revisions  to  the  state  land 
equalization  laws. 


Recommendation  #5 

We  recommend  the  department  seek  alternative  methods  to 
ensure  the  timely  distribution  of  the  state  land 
equalization  payment  to  the  counties. 


Abandoned  Mine 
Bureau  Internal 
Controls 


The  Abandoned  Mine  Bureau  receives  100  percent  of  its 
funding  from  the  U.S.  Department  of  Interior  Office  of  Surface 
Mining  Reclamation  and  Enforcement  (CFDA  #15.252)  to 
administer  Title  IV  of  the  federal  Surface  and  Mining  Control 
and  Reclamation  Act  of  1977.   The  bureau  contracts  with 
engineering  and  construction  firms  which  complete  reclamation 
on  abandoned  mines  which  are  a  threat  to  public  safety.    In  the 
Abandoned  Mine  Bureau  one  individual  was  responsible  for 
selecting  engineering  consultants,  approving  the  engineering 
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contracts,  and  approving  all  contract  expenditures  for  payment. 
Under  a  sound  internal  control  system,  no  one  person  should  be 
responsible  for  all  of  the  above  mentioned  functions. 

After  discovering  problems  in  the  Abandoned  Mine  Bureau,  the 
department  contacted  our  office  for  assistance.   We  reviewed  all 
department  invoices  and  related  bureau  records  between  January 
1987  and  October  1988  processed  under  a  system  with 
inadequate  internal  controls.   We  found  $32,490  of  aircraft 
rental,  per  diem  and  equipment  expenditures  which  provided  no 
apparent  benefit  to  the  program.   These  expenditures  appeared 
to  be  for  personal  benefit  and  not  for  any  state  purpose.   We 
also  found  another  instance  where  the  department  paid  a 
contractor  $23,920  for  drilling  work  performed  when  the  actual 
drilling  cost  was  $11,960.    We  were  not  able  to  determine  what 
the  additional  $11,960  payment  was  for  and  it  provided  no 
apparent  benefit  to  the  program  or  the  state.   We  question  the 
allowability  of  the  $44,450  of  grant  expenditures.   The 
department  has  taken  steps  to  resolve  the  problems  by 
reorganizing  the  Abandoned  Mine  Bureau. 

We  also  tested  a  random  sample  of  Abandoned  Mine  Bureau 
grant  expenditures  for  approval  by  bureau  administrative 
personnel.    Approval  provides  the  department  with  assurance 
that  someone  in  a  management  position  has  reviewed  the 
transaction  and  ensured  it  is  in  compliance  with  program 
objectives.   Without  approval,  personnel  can  make  unallowable 
expenditures  with  program  funds.    We  found  four  invoices  out 
of  fifty-four  items  tested  in  a  population  of  2,417  transactions 
where  there  was  no  indication  administrative  personnel  had 
approved  them  for  payment. 

In  a  system  where  one  individual  is  responsible  for  selecting 
contractors,  authorizing  the  contract  and  approving  contract 
expenditures  or  where  not  all  expenditures  are  reviewed  and 
approved,  errors  or  irregularities  in  the  accounting  records  may 
go  undetected.    Because  of  the   nature  of  the  questioned 
expenditures,  we  referred  our  findings  to  the  Attorney  General's 
Office  in  compliance  with  section  5-13-304,  MCA. 
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Recommendation  #6 

We  recommend  the  department: 

A.  Separate  the  duties  of  selecting  consultants, 
authorizing  contracts,  and  approving  contract 
expenditures  in  the  Abandoned  Mine  Bureau. 

B.  Establish  a  system  to  ensure  adequate  review  and 
approval  of  Abandoned  Mine  Bureau 
expenditures. 


Office  of  Surface 
Mining  Project  Ranking 
Reports 


The  Abandoned  Mine  Bureau  inventories  all  coal  mines  and 
hazardous  abandoned  mine  openings.   Bureau  personnel  then 
rank  these  projects  according  to  their  environmental,  socio- 
economic, and  land  utilization  impact.   The  ranking  determines 
how  the  U.S.  Department  of  Interior's  Office  of  Surface  Mining 
Reclamation  and  Enforcement  (OSMRE)  (CFDA  #15.252)  funds 
the  projects.   The  department  prepares  approximately  78  reports 
each  year.  We  reviewed  eight  project  ranking  reports  and  found 
three  where  the  department  incorrectly  calculated  the  final 
ranking.   Abandoned  Mine  Bureau  personnel  manually  prepare, 
then  retype  the  reports  prior  to  their  submission  to  OSMRE. 
The  department  does  not  review  the  reports  for  accuracy  prior 
to  sending  them  to  OSMRE.    Without  a  review  process,  errors  in 
the  report  may  go  undetected  and  potentially  affect  whether  or 
not  the  U.S.  Department  of  Interior's  Office  of  Surface  Mining 
Reclamation  and  Enforcement  funds  a  particular  project.    The 
errors  contained  in  the  reports  we  reviewed  had  no  effect  on 
whether  OSMRE  funded  the  projects. 
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Recommendation  #7 

We  recommend  the  department  develop  a  review  process  to 
ensure  the  reports  submitted  to  the  U.S.  Department  of 
Interior's  Office  of  Surface  Mining  Reclamation  and 
Enforcement  are  accurate. 


Employee  Performance 
Appraisals 


According  to  state  policy,  as  outlined  in  section  2.21.6411,  of 
the  Administrative  Rules  of  Montana  and  the  department's 
performance  appraisal  policy,  the  department  shall  appraise  the 
performance  of  each  permanent  employee  during  established 
periods  of  no  more  than  one  year's  duration.   We  reviewed  seven 
employee  personnel  files  and  found  six  did  not  contain  the 
required  yearly  performance  appraisal.   There  were  no 
performance  appraisals  on  file  for  four  employees  tested.   By 
not  performing  the  performance  appraisals,  the  department  has 
no  documentation  regarding  whether  employees  are  working 
efficiently  and  effectively.   Likewise,  employees  have  no 
feedback  as  to  how  they  are  doing  or  whether  they  need 
improvement. 


According  to  management,  it  is  up  to  each  supervisor  to  ensure 
each  employee  is  appraised  annually.   Some  supervisors  are 
better  than  others  in  assuring  the  performance  appraisals  are 
done. 


Recommendation  #8 

We  recommend  the  department  comply  with  state  policy 
requiring  annual  performance  appraisals  of  all  permanent 
employees. 


Page  15 


Page  16 


Independent  Auditor's  Report 
&  Agency  Financial  Schedules 


Page  17 


Summary  of  Independent  Auditor's  Report 


Smnmaiy  of  The  financial  schedules  are  prepared  from  the  Statewide 

Independent  Auditor's  Budgeting  and  Accounting  System  without  adjustments  for 

Report  errors  noted  during  the  audit.   The  auditor's  opinion  issued  in 

this  report  is  intended  to  convey  to  the  reader  of  the  financial 
schedules  the  degree  of  reliance  which  can  be  placed  on  the 
amounts  presented. 

The  opinion  on  the  financial  schedules  presented  indicates  the 
schedules  are  fairly  stated  in  all  material  respects  and  the  user 
can  rely  on  the  information  presented. 
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INDEPENDENT  AUDITOR'S  REPORT 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  audited  the  financial  schedules  of  the  Department  of  State  Lands 
for  each  of  the  two  years  ending  June  30,  1988  and  1989,  as  shown  on  pages  21 
through  29.   These  financial  schedules  are  the  responsibility  of  department's 
management.   Our  responsibility  is  to  express  an  opinion  on  these  financial 
schedules  based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing 
standards.   Those  standards  require  that  we  plan  and  perform  the  audit  to  obtain 
reasonable  assurance  about  whether  the  financial  schedules  are  free  of  material 
misstatement.    An  audit  includes  examining,  on  a  test  basis,  evidence  supporting 
the  amounts  and  disclosures  in  the  financial  schedules.    An  audit  also  includes 
assessing  the  accounting  principles  used  and  significant  estimates  made  by 
management,  as  well  as  evaluating  the  overall  financial  schedule  presentation.    We 
believe  that  our  audit  provides  a  reasonable  basis  for  our  opinion. 

As  described  in  Note  1  to  the  financial  schedules,  the  department's 
financial  schedules  are  prepared  in  accordance  with  state  accounting  policy. 
Accordingly,  the  accompanying  financial  schedules  are  not  intended  to  present  the 
financial  position  and  results  of  operations  in  conformity  with  generally  accepted 
accounting  principles. 

In  our  opinion,  the  financial  schedules  referred  to  above  present  fairly,  in 
all  material  respects,  the  results  of  operations  and  changes  in  fund  balances  of  the 
Department  of  State  Lands  for  the  two  years  ended  June  30,  1988  and  1989,  in 
conformity  with  the  basis  of  accounting  described  in  Note  1. 
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As  discussed  in  Note  10  to  the  financial  schedules,  the  department  changed 
its  method  of  accounting  for  Nonexpendable  Trust  Fund  earnings  in  fiscal  year 
1987-88. 

Respectfully  submitted. 


fames  Gillett,  CPA 
Deputy  Legislative  Auditor 


November  30,  1989 
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DEPARTMENT  OF  STATE  LANDS 

SCHEDULE  OF  CHANGES  IN  FUND  BALANCES 

FOR  THE  TUO  FISCAL  YEARS  ENDED  JUNE  30.  1989 


General 
Fund 


Special 

Capital 

Internal 

Revenue 

Project 

Service 

Funds 

Funds 

Funds 

Nonexpendable 

Trust  Fund 


FUND  BALANCE:  July  1,  1987 


$30.983.884 


$16.239   $108.196   $242.824.500 


ADDITIONS 

Fiscal  Year  1987-88 
Budgeted  Revenue  &  Transfers  In 
Nonbudgeted  Revenue  &  Transfers  In 
Prior  Year  Revenue  Adjustments 
Support  From  State  Of  Montana 
Cash  Transfers  In 

Fiscal  Year  1988-89 
Budgeted  Revenue  &  Transfers  In 
Nonbudgeted  Revenue  &  Transfers  In 
Prior  Year  Revenue  Adjustments 
Support  From  State  Of  Montana 
Cash  Transfers  In 
Direct  Entries  To  Fund  Balance 
Total  Additions 


172,787 

122,792 

9,492 

7,869,307 


1,531,590 

34,651 

332,116 

15,953,771 


$44,700,137 
37,043 


42,120,851 
141,170 


$  279 


$159,050 


287,539 


26.026.506    86.999.201 


15,954 


16^33         446.589 


$  71,663,167 


749,552 


74,118,451 
5,769 

1,199,036 

7.895 

147,743,870 


REDUCTIONS 

Fiscal  Year  1987-88 

Budgeted  Expenditures  S  Transfers  Out^  8,156,471     9,362,400 

Prior  Year  Expenditure  Adjustments  17,907       23,127 

Cash  Transfers  Out^  34,807,093 

Prior  Year  Revenue  Adjustments  84,316 
Nonbudgeted  Expenditures  &  Transfers 
Out 

Fiscal  Year  1988-89 

Budgeted  Expenditures  S  Transfers  Out  17,834,366    10,127,873 

Prior  Year  Expenditure  Adjustments  17,762       45,341 

Cash  Transfers  Out3  33,449,123 

Direct  Entries  To  Fund  Balance"*  126,389 

Prior  Year  Expenditures/Deductions  5,000 
Nonbudgeted  Expenditures  &  Transfers 

Out^  

Total  Reductions  26.026.506    88.030.662 

FUND  BALANCE:  June  30,  1989  $      -0-    $29.952.423 


3,609    136,691 
4,243 


181 

17,334    184,313 
12,569 


982 


20^943 


338.979 


27,604 
59,998,103 


60.539.241 
120_,564,_948 


$11.529   $215,806   $270,003,422 


See  footnote  8  on  page  29. 
See  footnote  9  on  page  29. 
See  footnote  6  on  page  28. 
See  footnote  5  on  page  28. 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.  Additional  information 
is  provided  in  the  notes  to  the  financial  schedules  on  pages  26  through  29. 
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DEPARTMENT  OF  STATE  LANDS 

SCHEDULE  OF  BUDGETED  REVENUE  &  TRANSFERS  IN  -  ESTIMATE  &  ACTUAL 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30.  1989 


GENERAL  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 

SPECIAL  REVENUE  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 

INTERNAL  SERVICE  FUNDS 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 


License 

and 
Permits 

Charges 

For 
Services 

Investment 
Earnings 

Federal 

Indirect 

Cost 

Recoveries 

Taxes 

$  3,000 
6.027 

$  210,000 
1.512,978 

$   100 

0 

$  10,362 
12.585 

$  3.027 

$1,302,978 

$  (100) 

$10,000 
13.748 

$  2,223 

$1 
i 

$10,000 
9,240 

$1,266,000 
956,441 

$  99.638 
121,016 

,132.751 
.146,182 

$  (760) 

$  (309.559) 

$  170,000 
287.538 

$  3,748 

$  21.378 

$_ 

13.431 

$  117.538 

Fines  & 
Forfeits 


Sale  of 
Documents  & 
Merchandise 


Grants. 
Contracts. 
Donations 


$  2.000 
87.178 


$180,000 
199,410 


$  417.183 
241.282 


Income 
Collections 
&  Transfers 


$34,148,000 
32.470,947 


Federal 


i  8.366.610 
6,875.407 


Total 


$   223.462 
1.531.590 


$  1.308.128 


$45,632,182 
42.120.851 


$85.178     $  19.410     $(175.901)   $(1.677.053)   $(1.491,203)   $(3.511.331) 


$   170,000 
287,538 


117,538 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.  Additional  information  is  provided  in  the  notes  to  the  financial  schedules  on  pages  26  through  29. 
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DEPARTMENT  OF  STATE  LANDS 

SCHEDULE  OF  BUDGETED  REVENUE  S  TRANSFERS  IN  -  ESTIMATE  &  ACTUAL 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30.  1988 


Licenses    Charges 

and         For     Investment 
Permits      Services   Earnings 


Federal 

Indirect 

Cost 

Recoveries 


Taxes 


Fines  & 
Forfeits 


Sale  of 
Documents  & 
Merchandise 


Miscellaneous 


Grants 
Contracts, 
Donat i  ons 


Income 
Col  lections 
&  Transfers   Federal 


Total 


GENERAL  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 


$  6,000 
6.048 

$ 48 


$  210,000 
157.949 

$     (52.051) 


$  6,450 
0 


$     7,150 
8,790 


S     1.640 


$       229,600 
172.787 

$       (56.813) 


SPECIAL  REVENUE  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 


$10,000 
5.385 


$  98^,000 
1.300.353 


$(4.615)   $  316.353 


$15,000    $102,850  $1,146,730  $  2,000 
9.048      126.443   1.151.155   87.800 


$  23^593  $ 


4_^425 


$85,800 


$145,000 
193.966 


$  48.966 


$  45,446  $  417,183       $34,540,000     $8,013,239         $45,421,448 

27.572  62.300         34.497.039       7.239.076  44.700.137 

$(354.883)     $       (42.961)  $  (774.163)       $     (721.311) 


INTERNAL  SERVICE  FUNDS 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 


$  170,000 
159.050 

$     (10,950) 


$       170,000 
159,050 


(10.950) 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.  Additional  information  is  provided  in  the  notes  to  the  financial  schedules  on  pages  26  through  29. 
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DEPARTMENT  OF  STATE  LANDS 

SCHEDULE  OF  BUDGETED  PROGRAM  EXPENDITURES  AND  TRANSFERS  OUT 

BY  OBJECT  AND  FUND  -  BUDGET  AND  ACTUAL 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30.  1989 


PERSONAL  SERVICES 
Salaries 
Hourly  Wages 
Employee  Benefits 
Total 


Central 
Management 

536,036 

4,569 

113.266 

653.871 


Reclamation 

$         837,063 

171.362 
1.008.425 


Land 

Administration 

Program 

%  358,564 

76.571 

435.135 


Resource 

Development 

Program 

$   146,952   $ 

30.716 


177.668 


Forestry 

4,037,236 
2,727,297 
1.171.721 
7.936,254 


Total 

5,915,851 

2,731,866 

1.563.636 

10.211.353 


OPERATING  EXPENSES 
Contracted  Services 
Supplies  &  Materials 
Conmjni  cat  ions 
Travel 
Rent 

Utilities 

Repair  &  Maintenance 
Other  Expenses 
Total 


186,971 

2,585,516 

59,557 

34,235 

22,061 

48,472 

22,943 

87,811 

72,117 

92,405 

9,993 

6,660 

105.594 

8,467 

4,230 

98.905 

27,841 

21,541 

24,273 

15,549 

7,916 

1,063 

5,967 

2.155 


12,686 

6,404,434 

2,855 

1,279,606 

4,261 

181,657 

8,541 

143,426 

6,561 

1,709,517 

1,051 

90,149 

1,803 

688,936 

382 

46.341 

483.466 


2.962.471 


106.305 


38.140 


10.544.066 


9,217,448 

1,397,794 

280,724 

278,270 

1,888,516 

108,916 

810,767 

152.013 

14.134.448 


EQUIPMENT  AND    INTANGIBLE  ASSETS 
Equipment 
Intangible  Assets 
Total 


2,855 
3.296 


6.151 


41,562 


41.562 


15,003 


15.003 


392,387 


392^387 


451,807 
3.296 


455.103 


CAPITAL  OUTLAY 

Land  &  Interest   In  Land 
Other  Improvements 
Total 


3,030,345 


3.030.345 


1,341 
46.170 


47,511 


20.126 


20_J26 


3,031,686 

66.296 

3.097.982 


GRANTS 

From  State  Sources 
Total 


265.000 


265.000 


265,000 


265,000 


CAPITAL  PROJECTS  FUNDS 
Budgeted 
Actual 
Unspent  Budget  Authority 

INTERNAL  SERVICE  FUNDS 
Budgeted 
Actual 
Unspent  Budget  Authority 


$    190,319 

184.313 

%  6.006 


TOTAL  PROGRAM  EXPENDITURES 

$_ 

1 

,408.488 

$_ 

7,042.803 

$ 

556.443 

GENERAL  FUND 

Budgeted 

$ 

1 

,068,950 

$ 

84,177 

$ 

567,235 

Actual 

1 

.061.811 

83.975 

556.443 

Unspent  Budget  Authority 

$_ 

7.139 

$_ 

202 

S 

10,792 

SPECIAL  REVENUE  FUND 

Budgeted 

$ 

162,841 

$ 

8,692,507 

Actual 

162.364 

6.958.828 

Unspent  Budget  Authority 

S 

477 

S 

1.733.679* 

$   263.319   S  18,892.833   $  28,163,886 


293.433 

263.319 

30,114 


16,420,722 

16.132.137 

288.585 


11,742.838' 


116 


$  18.141.084 
17.834.366 


S 


$  14.486,200   $ 
2.743.362^   _ 


17,450   $ 
17.334 


306.718 


23,634,981 
10.127.873 
13.507.108 


17,450 
17,334 


116 


190.319 
184.313 


6,006 


1 


See  footnote  7  on  page  28. 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System, 
notes  to  the  financial  schedules  on  pages  26  through  29. 


Additional  information  is  provided  in  the 
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DEPARTMENT  OF  STATE  LANDS 

SCHEDULE  OF  BUDGETED  PROGRAM  EXPENDITURES  AND  TRANSFERS  OUT 

BY  OBJECT  AND  FUND  -  BUDGET  AND  ACTUAL 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30.  1988 


PERSONAL  SERVICES 
Salaries 
Hourly  Wages 
Employee  Benefits 
Total 


Central 

Management 


Reclamation 


$  485,951  $   740,971 
100^533     152.997 


586.484 


893.968 


Land 

Administration 

Program 

$365,466 

78.448 
443.914 


Resource 

Development 

Program 

$160,266 

33.335 

193.601 


Forestry 

$3,647,216 

1,144,150 

955.792 

5.747.158 


Total 

$  5,399,870 
1,144,150 
1.321.105 
7.865.125 


OPERATING  EXPENSES 
Contracted  Services 
Supplies  &  Materials 
Communications 
Travel 
Rent 

Utilities 

Repair  &  Maintenance 
Other  Expenses 
Total 


341,013 

2,699,391 

43,680 

28,884 

20,229 

46,834 

15,316 

96,395 

69,164 

100.008 

10,576 

6,443 

82,571 

9,501 

6,978 

95.824 

589.527    3.083.280 


9,048  9,850  1,160,381  4,219,683 

16,645  2,740  654,841  746,790 

24,967  3,473  150,632  246,135 

20,882  9,400  96,402  238,395 

2,650  6,231  493,780  671,833 

1,246  994  76,069  95,328 

6,620  971  445,367  545,030 

2.327  1.585  40.443  147.157 

84.385  35.244  3.117.915  6.910.351 


EQUIPMENT  AND 
Equipment 
Total 


INTANGIBLE  ASSETS 


30.439 
30.439 


97.372 


97.372 


16.207 
16.207 


442.185 
442.185 


586.203 
586.203 


CAPITAL  OUTLAY 

Land  &  Interest  In  Land 
Other  Improvements 
Total 


2,026,743 
2.026.743 


1,149 
4.600 
5.749 


2,027,892 

4,600 

2.032,492 


GRANTS 

From  State  Sources 
Total 

TOTAL  PROGRAM  EXPENDITURES 


265.000 
265.000 


265,000 
265,000 


$1.471.450  $  6.101.363     $544.506     $234.594      $9.307.258   $17.659.171 


GENERAL  FUND 
Budgeted 
Actual 
Unspent  Budget  Authority 


$1,063,570  $    85,057    $571,921 

1.058.184      82.797     544.506 

$         5.386     $  2.260  $  27.415 


$6,574,529   $  8,295,077 

6.470.984     8.156,471 

$  103.545   $   138,606 


SPECIAL  REVENUE  FUND 
Budgeted 
Actual 
Unspent  Budget  Authority 


$  288,167  $  8,255,158 
276.575    6.018.566 
$   11.592  $  2.236.592^ 


$273,185      $2,969,345   $11,785,855 

234,594      2.832.665     9.362,400 

$  38,591      $   136,680   $  2.423,^55 


CAPITAL  PROJECTS  FUNDS 
Budgeted 
Actual 
Unspent  Budget  Authority 


$   21,059   $    21,059 

3,609        3,609 

$   17,450   $    17,450 


INTERNAL  SERVICE  FUNDS 
Budgeted 
Actual 
Unspent  Budget  Authority 


191,781 

136.691 

55 . 090 


$   191,781 

136,691 

$    55,090 


*  See  footnote  7  on  page  28. 

This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System, 
in  the  notes  to  the  financial  schedules  on  pages  26  through  29. 


Additional  information  is  provided 
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MONTANA  DEPARTMENT  OF  STATE  LANDS 

NOTES  TO  THE  FINANCIAL  SCHEDULES 

FOR  THE  TWO  FISCAL  YEARS  ENDED  JUNE  30.  1989 

1.  SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES 

A.  Basis  of  Accounting 

The  state  of  Montana  uses  the  modified  accrual  basis  of  accounting  which 
is  described  in  the  Montana  Operations  Manual. 

Under  the  modified  accrual  basis  of  accounting,  expenditures  are  recorded 
for  valid  obligations.    A  valid  obligation  exists  when  the  related  liability  is 
incurred  and  includes  the  following  items,  which  are  also  considered  valid 
obligations  under  state  accounting  policy. 

If  the  appropriation  provided  funds  to  complete  a  given  project, 
the  entire  amount  of  a  contract  may  be  accrued  even  though  the 
services  are  rendered  in  fiscal  years  subsequent  to  the  fiscal  year  in 
which  the  expenditure  is  accrued. 

The  anticipated  cost  of  equipment  is  accrued  in  the  fiscal  year  in 
which  budgeted. 

Goods  ordered,  but  not  received  as  of  the  fiscal  year-end  may  be 
accrued  if  the  purchase  order  was  issued  in  the  fiscal  year  in  which 
the  anticipated  expenditure  is  to  be  accrued. 

Revenues  are  recorded  when  received  in  cash  unless  susceptible  to  accrual. 
Revenues  are  susceptible  to  accrual  if  they  are  measurable  and  available  to  finance 
expenditures  of  the  fiscal  period. 

The  Department  of  State  Lands  uses  the  accrual  basis  of  accounting  for 
Proprietary  and  Nonexpendable  Trust  Funds.    Under  the  accrual  basis  of 
accounting,  revenues  are  recognized  in  the  accounting  period  in  which  they  are 
earned;  expenses  are  recognized  in  the  period  incurred. 

B.  Basis  of  Presentation 

The  financial  schedules  were  prepared  from  the  Statewide  Budgeting  and 
Accounting  System  (SBAS)  without  adjustments.    Accounts  are  organized  on  the 
basis  of  funds  according  to  state  law.   The  following  funds  are  used  by  the 
department: 

General  -  accounts  for  all  financial  resources  except  those  required  to  be 
accounted  for  in  another  fund.    Activities  of  the  central  management,  land, 
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administration,  and  forestry  programs  are  partially  recorded  in  the  General 
Fund. 

Special  Revenue  -  accounts  for  the  proceeds  of  specific  revenue  sources 
that  are  legally  restricted  to  expenditures  for  specified  purposes. 
Legislative  appropriations  are  required  to  spend  from  this  fund.    Activities 
in  this  fund  include  federal  funds  received  by  the  department  plus  funds 
for  land  development,  reclamation,  and  forestry. 

Capital  Projects  -  accounts  for  financial  resources  to  be  used  for  the 
acquisition  or  construction  of  major  capital  facilities. 

Internal  Service  -  accounts  for  the  financing  of  goods  or  services  provided 
by  one  department  or  agency  to  other  departments  or  agencies  of  the 
governmental  unit,  or  to  other  governmental  units,  on  a  cost- 
reimbursement  basis.   This  fund  reflects  the  financial  activities  of  the  air 
operations  bureau. 

Nonexpendable  Trust  -  accounts  for  assets  held  by  a  governmental  unit  in 
a  trustee  capacity  or  as  an  agent  for  individuals,  private  organizations, 
other  governmental  units,  and/or  other  funds.   This  fund  includes  the 
permanent  trust  funds  established  by  the  constitution  as  permanent  income 
sources  for  the  university  units,  public  schools,  and  institutions. 


2.  COMPENSATED  ABSENCES 

Employees  at  the  department  accumulate  both  annual  and  sick  leave. 
Employees  are  paid  for  100  percent  of  unused  annual  and  25  percent  of  unused 
sick  leave  credits  upon  termination.    Accumulated  unpaid  liabilities  for  annual  and 
sick  leave  are  not  reflected  in  the  financial  schedules  of  the  Department  of  State 
Lands.    Expenditures  for  termination  pay  are  absorbed  in  the  annual  operational 
costs  of  the  department.   The  department's  compensated  absence  liability  increased 
$9,418  in  fiscal  year  1988-89  and  $42,152  in  fiscal  year  1987-88. 

3.  PENSION  PLAN 

Employees  are  covered  by  the  Montana  Public  Employees'  Retirement 
System  (PERS).   The  department's  contribution  to  this  plan  was  $378,073  in  fiscal 
year  1987-88  and  $420,951  in  fiscal  year  1988-89. 

4.  GENERAL  FUND  BALANCE 

The  General  Fund  is  a  statewide  fund.  Agencies  do  not  have  a  separate 
General  Fund  since  their  only  authority  is  to  pay  obligations  from  the  statewide 
General  Fund  as  long  as  they  stay  within  their  appropriation  limits.    Thus,  on  an 
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agency  schedule,  the  beginning  and  ending  fund  balance  will  always  be  zero  for 
the  General  Fund. 

5.  DIRECT  ENTRIES  TO  FUND  BALANCE 

At  fiscal  year-end  1989,  the  Department  of  Administration  transferred  the 
unobligated  balance  of  $126,389  in  the  Special  Revenue  State  Nursery  accounting 
entity  to  the  General  Fund  under  the  authority  in  section  17-2-111,  MCA.   The 
State  Nursery  is  a  continuing  operation  of  the  Department  of  State  Lands  and  the 
Department  of  Administration  should  not  have  transferred  the  balance.   At  the 
beginning  of  fiscal  year  1989-90,  the  Department  of  Administration  restored  the 
unobligated  balance  in  the  State  Nursery  account  with  funds  from  the  General 
Fund. 

6.  CASH  TRANSFERS 

Under  the  Statewide  Budgeting  and  Accounting  System  (SBAS),  several 
state  agencies  may  record  activity  in  the  same  accounting  entity.    During  the  fiscal 
year,  the  activity  for  each  agency  is  recorded  on  SBAS  separately.    At  the  end  of 
the  fiscal  year,  the  activity  for  all  the  agencies  using  the  accounting  entity  is 
combined  on  SBAS  in  a  combined  accounting  entity.   The  cash  transfers  reflected 
on  the  Schedule  of  Changes  in  Fund  Balance  represent  the  fiscal  year-end  transfer 
of  the  cash  balances  in  the  department's  combining  accounting  entities  to  or  from 
the  state's  combined  accounting  entities. 

7.  PROGRAM  BUDGET  VERSUS  ACTUAL  EXPENDITURES 

Forestry 

The  department  received  a  supplemental  appropriation  of  $1 1,465,224  in 
the  Special  Revenue  Fund  from  the  governor  to  pay  fire  suppression  costs.    This 
appropriation  was  later  declared  unlawful  by  the  Attorney  General  because  it 
relied  on  future  General  Fund  moneys  to  pay  the  obligation.    Late  in  fiscal  year 
1988-89  the  legislature  granted  a  supplemental  General  Fund  appropriation  of 
$12,639,542  to  pay  the  fire  suppression  costs. 

Reclamation 

The  department  receives  federal  money  to  fund  Abandoned  Mine  Land 
(AML)  reclamation  projects.    Each  project  takes  approximately  three  years  to 
complete.    Because  of  the  length  of  each  project,  the  number  of  projects,  and  the 
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various  stages  of  completion,  expenditures  may  vary  between  fiscal  years.   In 
fiscal  years  1987-88  and  1988-89,  fewer  contracts  were  awarded  than  in  previous 
years.   This  resulted  in  reduced  actual  expenditures  and  unspent  budget  authority. 

8.  NONBUDGETED  TRANSFERS  IN  AND  TRANSFERS  OUT 

The  department  pools  the  available  cash  in  the  permanent  trust  funds  and 
transfers  it  to  an  investment  pool  called  the  Trust  and  Legacy  Account.    Here  the 
money  is  invested  and  investment  earnings  are  recorded  as  revenue.   The  invest- 
ment earnings  are  subsequently  distributed  to  the  proper  trust  fund  by  recording  a 
Nonbudgeted  Transfer  -  Out  of  the  Trust  and  Legacy  Account  and  a  Nonbudgeted 
Transfer  -  In  in  the  proper  trust  account. 

9.  PRIOR  YEAR  REVENUE  ADJUSTMENTS 

In  fiscal  year  1988-89,  the  department  received  reimbursement  of  $328,1 16 
for  fiscal  year  1986-87  and  fiscal  year  1987-88  fire  suppression  costs  from  the 
United  States  Forest  Service. 

10.  CHANGES  IN  ACCOUNTING 

In  fiscal  year  1987-88,  the  department  changed  its  method  of  accounting 
for  trust  fund  earnings.    Prior  to  fiscal  year  1987-88,  trust  earnings  were  recorded 
in  the  agency  fund  and  subsequently  distributed  to  the  proper  trust  fund. 
Beginning  in  fiscal  year  1987-88,  all  trust  revenue  is  recorded  in  the  trust  fund 
earning  the  income  and  subsequently  distributed  to  the  trust  fund  receiving  the 
income.   The  change  was  made  to  comply  with  a  new  state  accounting  policy 
regarding  trust  income. 

11.  SALE  OF  PROPERTY 

The  nonbudgeted  General  Fund  revenue  represents  the  sale  of  the 
Children's  Center  in  fiscal  year  1987-88  for  $121,578  and  the  sale  of  the  Valiton 
Ranch  Property  in  fiscal  year  1988-89  for  $20,924. 
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DEPARTMENT  OF  STATE  LANDS 


STAN  STEPHENS,  GOVERNOR 


STATE  OF  MONTANA 


(406)  444-2074 


CAPITOL  STATION 


1625  ELEVENTH  AVENUE 
HELENA,  MONTANA  S9620 


March  23,  1990 


;;:r;-..  i390 

Mr.  Scott  A.  Seacat 
Legislative  Auditor 
Room  135,  State  Capitol 
Helena,  MT  59620 

Dear  Mr.  Seacat: 

Enclosed  are  the  responses  to  the  audit  performed  of  the  De- 
partment of  State  Lands. 

Sincerely, 


Dennis  D.  Casey,  Commissaoner 
Department  of  State  Lands 


DC 
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"AM  EQUAL  OPPORTUNITY  EMPLOYER" 


DEPARTMENT  OF  STATE  LANDS 
AUDIT  RESPONSE 


Reccannnendation  #1:   We  recommend  the  department  spend  non-General 
Fund  money  before  General  Fund  money  in  compliance  with  State 
Law. 


CONCUR  -  In  the  future  DSL  will  offset  the  General  Fund  with  non 
General  Fund  balances  not  programmed  or  encumbered  in  any  other 

way. 

Recorninendation  #2:   We  recommend  the  department  work  with  the 
Office  of  Budget  and  Program  Planning  to  develop  a  long  range 
solution  to  funding  fire  suppression  costs. 

CONCUR  -  The  Department  will  assist  the  Office  of  Budget  and  Pro- 
gram Planning  with  efforts  to  develop  a  solution  to  funding  fire 
suppression  costs. 

Recommendation  #3:   We  recommend  the  department  recognize  reve- 
nue in  accordance  with  state  accounting  policy. 

CONCUR  -  As  noted  in  the  findings,  the  Department  properly  ac- 
crued revenue  for  FY  89. 


Recommendation  #4:   We  recommend  the  department  deposit  $165,476 
of  fiscal  year  1988-89  fire  reimbursement  revenue  in  the  General 
Fund  in  accordance  with  state  law. 

CONCUR  -  The  Department  believed  that  the  Legislature  intended  to 
provide  a  means  to  make  up  lost  production  because  of  the  1988 
fires.   However,  the  Department  is  unable  to  verify  that  conten- 
tion and,  therefore,  reluctantly  concurs. 

Recommendation  #5:   We  recommend  the  department  seek  alternative 
methods  to  ensure  the  timely  distribution  of  the  state  land 
equalization  payments  to  the  counties. 

CONCUR  -  Last  fall  personnel  spent  many  hours  evaluating  the  cur- 
rent system  to  speed  up  the  process  and  to  make  it  easier  for 
counties  to  apply.   During  this  undertaking,  it  became  obvious 
the  statutes  need  to  be  amended  to  move  the  process  to  the  De- 
partment of  Revenue.   The  department  plans  to  introduce  legisla- 
tion to  make  the  change. 
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Recommendation  #6:   We  recommend  the  department: 

A.  Separate  the  duties  of  selecting  consultants, 
authorizing  contracts, and  approving  contract  expendi- 
tures in  the  Abandoned  Mine  Bureau. 

B.  Establish  a  system  to  ensure  adequate  review  and  ap- 
proval of  Abandoned  Mine  Bureau  expenditures. 

CONCUR  -  The  Abandoned  Mine  Reclamation  Bureau  has  modified  the 
contractor  selection  and  payment  approval  procedures  to  assure 
internal  control. 


Recommendation  #7:   We  recommend  the  department  develop  a  review 
process  to  ensure  the  reports  submitted  to  the  U.S.  Department  of 
Interior's  Office  of  Surface  Mining  Reclamation  and  Enforcement 
are  accurate. 

CONCUR  -  The  Abandoned  Mine  Reclamation  Bureau  has  developed  a 
procedure  to  ensure  the  accuracy  of  project  ranking  reports  prior 
to  submittal  to  the  Department  of  Interior,  Office  of  Surface 
Mining. 

Recommendation  #8:   We  recommend  the  department  comply  with  state 
policy  requiring  annual  performance  appraisals  of  all  permanent 
employees. 

CONCUR . 
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